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The US has announced a major escalation in the conflict with the European Union (EU) over
bananas that began in 1993 when the EU adopted a preferential banana-import system. The system
favors former European colonies in the Africa, Caribbean, and Pacific (ACP) group, which is an EU
adjunct trade organization. Without a breakthrough in EU-US negotiations, the escalation could
become a major test for the World Trade Organization (WTO).
Under the 1993 preferential system, the EU imposed import quotas on the "dollar" bananas
produced in Latin America and divided the quota allotments among those producers, such as Costa
Rica and Colombia, who were willing to go along with the system. Ecuador, Guatemala, Honduras,
Mexico, and Panama refused to accept quotas and challenged the system before a WTO disputes
panel.
The US has supported the challenge largely due to the political power of US-based Chiquita Brands
International, a major banana producer in Latin America and a big contributor to both major
political parties in the US (see NotiSur, 01/25/95, 05/23/96, NotiCen, 07/16/98). In 1997, a WTO
panel sided with the US and the five Latin American countries, who argued that the EU system was
protectionist and discriminatory.
The WTO ordered the EU to revise its system. New import rules retain quotas In October 1998,
the European Commission approved a new plan that went into effect in January 1999. The
revised system abolishes the distinctions formerly made between dollar and ACP bananas in the
distribution of import licenses to banana producers. However, the new system still maintains quotas
favoring the ACP nations.
Under the new rules, EU importers are required to classify bananas as "traditional" or
"nontraditional" depending on the quantity imported from each country in a reference period set
as 1994-1996. Traditional producers are those who exported at least 100 MT to the EU in one of the
reference years; all others would be nontraditional exporters. The EU will allocate 92% of its total
banana imports to the traditional exporters and 8% to nontraditional countries. This system would
leave some nontraditional producers in Latin America with a quota 3.5% lower than they were
allowed under the old license system.
The tonnages exported by Latin American producers would be, as before, allocated by fixed
percentages, with Ecuador receiving the largest share of 26.17%. New entrants into the EU banana
market would have to show exports of other fruits and vegetables of at least US$360,000 in one of
the reference years. A complaint brought by a German importer, pending in the European Court of
Justice, could sink the new system.
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Meanwhile, the new policy has not satisfied Latin American producers and the US-based banana
companies that operate in the region. The US and its five Latin American banana allies say the new
system still harms regional exports to the EU. This time, instead of bringing another complaint to the
WTO, the US denounced the plan and began threatening retaliatory trade sanctions. Nigel Gardner,
a spokesperson for EU Trade Minister Leon Brittan, advised the US that if it did not like the plan it
should complain to the WTO instead of threatening unilateral sanctions. If the US follows through
with sanctions, the EU will take a formal complaint to the WTO, said Gardner.
In late December 1998, Clinton said he would order a punitive 100% increase in tariffs on certain EU
goods selected by the office of US Trade Representative Charlene Barshefsky. The goods targeted
were carefully chosen to generate the least possible annoyance to US importers and consumers
while making an impression on EU manufacturers and exporters. The tariff increases will be applied
selectively, rewarding countries, such as Germany and Finland who oppose the quota system, by
withholding tariff increases on their exports.
The sanctions will fall instead on imports from such countries as Great Britain, France, Spain, and
Austria that have defend the system. Slated for tariff increases are such items as Louis Vuitton
handbags, certain cheeses, bed linens, bath salts, candles, some cashmere articles of clothing, and
Mont Blanc pens. If the issue is not soon settled through negotiations, the US sanctions could go into
effect in March. They would raise tariffs on EU goods by US$568 million per year. The prospects of
successful negotiations before March are slim since EU ambassador to the WTO Roderick Abbott
said he doubted anything would come from new talks if they are held under the threat of sanctions.
White House aides who reported on a December meeting between Clinton and Trade Minister
Brittan, were unable to explain how the declaration of a banana trade war would protect US jobs
since almost no banana production is carried on in the US. On the other hand, US sanctions would
damage EU companies and workers who have nothing to do with bananas, said Brittan.
But US Special Trade Ambassador for Agriculture Peter Scher said the fight was not over bananas
but over WTO "credibility." "This is the first case in which any country has essentially refused to
comply with rulings of the WTO. Even the Japanese, when they lose a case, sit down and negotiate a
solution."

Regional banana industry in disarray
Meanwhile, the effects of the EU preference system and Hurricane Mitch have seriously disrupted
the industry in Central America. The Tela Railroad Company a Chiquita Brands subsidiary in
Honduras announced in January that due to storm damage, it would not be able to produce any
bananas for export until 2000. The only banana exports projected for 1999 are 3 million boxes
produced by Standard Fruit.
In 1997, total Honduran banana exports were 33.1 million boxes. Tela laid off more than 7,000
workers since the November storm, promising to give them US$50 in interest-free credit per month.
Thousands more were laid off in Nicaragua. At the same time the storm struck, banana workers in
Guatemala were on a strike that began in February 1998 in Izabel department, which was then hit
hard by the storm.
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In Panama, the president of the banana growers association, Vitelio Ortega, warned that the EU
system would mean big losses to local growers. "A large number of boxes of bananas will have
to be placed in other markets, where they will bring a considerably lower price compared to the
European, United States, and other markets." Government figures indicate that the quota system,
aided by labor strikes, has cut the value of Panama's banana export sales by 41% since 1993.
Meanwhile, until the banana war is settled, banana-producing countries must decide whether to
accept the quotas the EU offers. Ecuador expects to take over much of the market lost by Honduras
and other Central American countries hit by the hurricane. [Sources: Inter Press Service, 09/28/98;
The Washington Post, 11/19/98; Associated Press, 11/20/98; El Tiempo (Honduras), 11/29/98; The
New York Times, 12/22/98; Reuters, 10/30/98, 12/23/98; Notimex, 10/28/98, 11/10/98, 11/12/98,
12/21/98, 01/03/99, 01/05/99; The Journal of Commerce, 10/29/98, 12/09/98, 01/13/99; El Panama
America, 01/15/99; Reuters, 01/18/99]
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